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I. Introduction

The accompanying projections outline briefly the estimated
growth through 1976 of the econqmies of Asian countries on the
periphery of Commqnist China. Figure:l shows estimated GNP,
absolute and per capita, for 1965 and 1976 for the three postulated
conditions of.growth -~ low, normal and high. It will be noted that
in none of the countries considered does the average annual growth
of GNP exceed T percent for the normal case and in 10 of the 1L
countries the per capita GNP is not expected to reach $200 in
1976. 1In most instances higher annual growth rates will be
achieved by the more developed ceuntries and as a result, the
gap between the absolute vaiues of GNP and the per capita incomes
of the developed and less developed nations is expected to widen.
Continued rapid population growth for most Asian countries will
cut sharply into per capita gains. Estimated population growth
is shown in Figure 2.

Wide differences in personal incomes within a country are not
indicated by the estimated average per capita figures. Moreover,
the projections have not assessed directly the extent to which
such differences are likely to be changed by 1976. National
development goals for a number of countries, however, include

the objective of a more even distribution of income both on a

W

per capita and regional basis. For example, Pakistan plans to _

narrow the gap in average incomes between East and West Pakistan;
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. Estimated GNP Data for Selected Asian Countries, 1965 and 1976 a/

Figure ‘1

~

»

Egtimated GNP

1965 Average Annual GNP Estimated GNP
Total Per Growth, 1966-T6 Estimated GNP, 1976 Per Capita, 1976
(Billion Capita (Percent) , (Billion US $) (us $)
Us $) (us $) Low Normal High Low Normal High Low Normal High
Jepan 78.2 799 3 5 6 108 134 148 982 1,214 1,347
India 52.1 107 3 L 5-6 72.1 80.2 89.1- 1y 127 41w
_ 98.9 : 157
Pakistan b/(1) 9.57 85 L 6 T 1h.7 18.2 20.1 98 121 133
' (2) 3.5 5 6 . 4.0 16.4 18.2 93 109 120
Ceylon 1.52 135 3 3.5 .5 2.10 © 2.22  2.60 138' 145 170
Burma, 1.76 ¢/ T1 2.5 3.5- 4/ h.5-3/ 2.31  2.64  3.03 73 8y - 96"
: k.o 5.5 A ‘
Malaysia 2.85 .303 4.5 5 5.5 4.63 L.87 5.1% 353 372 392
Singapore 0.850 431 2 N 5.5 1.06 © 1.31 1.53 370 458 536
Indonesia ' 8.06 76 0 3 5 8.06 11.2 13.8 59 82 - 107
Thailand 3.82 123 6 6.5 T T.25 T.64 8.04 169 178 187 '
Cambodis 0.768 126 3 ) 5 1.06 1.18 1.31 130 14 160

(Continued on Next Paggloroved For Release 2001/07/12 : CIA-RDP79T01049A003200080002-6
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Figure 1 - (Continued)

Estimated GNP Data for Selected Asian Countries, 1965 and 1976 a/

Estimated GNP
1965 Average Annual GNP
Totel Per Growth, 1966-76 Estimated GNP, 1976
(Billion  Capita (Percent) (Billion US $)
Us $) (Us %) Low  Normal High Low Normel High

. Estimated GNP
Per Capita, 1976
: (us $)

Low Normel  'High

South Vietnam 1.73 109 , 2.4, 2.66 3.40

| ¢ Philippines 5.08 157 C 7.82 B8.69  9.65
F"nf’:’i .

£ Taiwen 2.57 207 L.ko 5.h41 6.00

e ‘

e

gl‘ South Korea 3.06 108 ‘ ’ k.70 5.23  6.43

117 o 1e7 163
163 ‘ 182 201
217 3k 3717
123 136 168

a/ Value data are given in constant 1965 US dollars converted from local currencies at officlel exchange rates.

The two sets of data for Pakistan are based on assumptions that (1) US economic assistance will be resumed

at the high levels needed to fulfill plan goals or that (2) US economic aid will be on a
and military assistance will not be resumed.

Estimated GNP for 1965 is based on the reported GDP for FY 196L4-65.

The two percentage growth figures represent estimated growth rates for the years 1966-T0
respectively.
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Figure 2

Population Growth
for Selected Asian Countries, 1965-1976

Average Annual '
Rates of Growth Population

Country (Percent) (Millions)
: S 1965 1976
Japen 1.1 97.9 110
| India 2 485 630
Pakistan 2.7 112 151
Ceylon : 2.76-2.79% 11.3 15.2
Burme. . 22-2.33%. oy 31.7
| Thailand 3.1h-2.80% 31.1 42,9
: Philippines . 3.65 32.3 k1.9
' South Kofea‘ | 2.85-2.75% 28.3 '38.4
i . Taiwan | 2.5 -2.1% 12.4 15.9
Indonesia 2.h -2,6% 106 137
; Malaysia | 3.22-3.28% 9k 131
Singapore 3.7 -3.6¥ 1.97 2.86
South Vietnam » 2.5 15.9 . 20.9
* Cambodia : -2 6.1 . 8.2

* The first figure is growth for 1966-70 and the second for 1971-T6.

CoNAnTY
“*a ,75’
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Thailand is flacing added emphasis on development in béckward
areas -- particularly the Northeast; and the Malaysian plan calls
for a more rapia rate of growth for the backward Borneo states,
Serawek and Sabah. Similarly, in the Philippines the problem of
wide différences;in income levels is being addressed by the new
administration of President Marcos. Actual achievements, however,
are likely to fall short of goals. Taiwan is one of the few Asian
countries where rural incomes have enjoyed én increase along with
urban incomes. The extent to which such goals are accomplished
will influence the susceptibility of many of these countries to
pressures for increased political and economic relations with
Communist China. |

Thqfe are, of course, considerable hazards in projecting
economic growth of countries where government control is subject
to sudden change, where the economic growth of developing countries
is influenced strongly by the availability of external economic
assistance, and where the intricate interrelationshipslof the
résources and products of developéd and developihg countries is
undergoing continuél revision. Moreover, the accuracy of base
year data varies widely among the several countries. For the most
part, 1964 GNP data have been projectéd to 1965 and adjusted for
estimated price changes baéed on most récent field reporting. All
value data are givén in 1965 current prices and have been converted
to U.S. dollars at official.exchange rates. Projectioﬁs of population
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are based on estimates of growth contained in the United Nations

Provisional Report on World Population Prospects as Assessed in

1963 as applied to estimated mid-year 1965 populations.

II. Regional Development and Economic Growth

Considerable emphasis is being given currently to regional
development in Asia as evidenced by aﬁ increasing number of
projects of ECAFE and the M9kong Committee, the forming of the
Asian Development Bank, the pfoposalé by President Johnsonvin
April-l965 for massive econqmic assistance to Southeast Asia, and
the proposals by the Japanese government for an Asian Agricultural
Development Fund. Except for the mulfinational programs initiatéd
under ECAFE, the best known of which are the Mekong Project and the
Asian.Hiéhway, there appear to be few truly regional.projecté for
Asia, and development will necessarily focus on national programs.
The existence of the Asian Development Bank and the additional
economic assistance offered by the United States and Japan will,
at best, provide additional sources of credit for essentially
national programs. In terms of the basic assumptions for this
paper, fegional development programs as now constituted should
contribute to sustained presen£ levels of growth but will provide
no measureable net incremeﬁts to growth forecasts for the area as
a whole. Furthermore, the impact of the more extensive regional_
programs now coﬁtemplated or underway will not be‘apparent until

the later years of the decade.
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Although economic cooperation through regional organizations
has been continued despite intra;regional political confrontations,
adverse political relations have limited the effectiveness of such
programs. The Mekong Committee, composed of Cambodia, Laos, South
‘Vietnam, and Thailaﬁd and functioning under the aegis_of ECAFE has,
thus far, been involved in projects that have been primarily
national in scope, centering on flood confrol, electric power, and
irrigation. As national projects, they have not been affecfed by
stained political relations between menber nations. The reluctance
of Cambodia to initiate pfojects and the expected adverse reaction
of Cambodia toward detailed regional eébnomic studies, however, may

: hampér the Mekéng Committee in its overall respoﬁsibility to
e;ﬁablish a rational development plan for the entire Lower Mekong
Basin. Moreover, future arrangements for sharing electric powver,
as between Laos and Thailand for power generafed by the Nam Ngum
facility in Laos, increasingly will provide opportunities for
political conflicts. Another example of the effect of political
interference on regional programs is the Association of Southeast
Asia -- an organization to further ecénomic cooperation between
Malaysia, the Philippines, and Thailand -- which was sﬁelved during
the period of estranged political relations between the Philippines
and Malaysia. Thus, the likelihood of continuing political disputes
1imits the potential effectiveness of totally regional development
Programs and places the burden of support for development on sub-
regional prbgraﬁs?gg bilateral assistance from developed countries

for national development projects.
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From the standpoinf of regional assistance; the prinéipal
contribution to economic growth in Asia will be derived from the
number of.small ongoing regionalAprojects that are directed at
education and the general improvement of le&els of technology;

These will resulf in an upgrading-of the totai human resources
of the area. Because the application of new skills can best be
implemented within controlled and relati#ely limited areas, how-
ever, the effect on national economic goalé will be slow in coming.
The improvement of sgricultural productivity is a field that can
benefit measureably from developments in the regional technical .
institutes. Considerable yield increases can be defived merely

. - from increased applicationslof fertilizer and the use of improved
seeds that are élready available. .Further‘increases_in productivity,
however, depend increasingly on technology that is developed in the
field under local conditions. Thus, the regional institutes must
train competent technicians in numberé adequate to serve thousands
of localities with differing physical conditions. This a@ds to
the time required to achieve measureable gains on a national basis.
Similar problems e#ist in iﬁpréving health and sanitation conditions,
in reduéing the levels of illiteracy and improving housing conditions.
Some progress is being made under national programs as well as sub-
regional programs and thefé is reason to be optimistic about long-

run prospects for improvements in agriculture and social conditions.

viiuak : -
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Recent reverses in Communist Chiné's interﬁational posifion
probebly will affect adversely the extent of Chinese economic
involvement in developing Asian countries for a number of years.
Except for Pskistan, Ceylon, Nepal, Burma, Indonesia and Cambodia,
Chinese economic‘aésistance programs in Free Asia are non-existent.
The political upheaval in Indonesia with the immediate association

.of the pro-Peking Indonesian Communist Pérty (PKI) with the éoup
and the subsequent elimination of ‘hundreds of thousands of

members and sympathizers of the PKI should dampen the enthusiasm
of developing countries for allowing Communist China to Increase
her political and economic influence within their nafional boundaries.
Economic relations with China -- primarily trade -- may increase in
a number.of the countries on the peripheryvas indicafed in the
individual country projections. These increases, however, will

be based more and more on strict commercial transactions. The
absencg of a great degree of complimehtarity between the economies
of the developing Asian nations and that of Communist China will

limit the rate of growth of economic relations.
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III. The Rice Outloock and China's Food Problems

The question of whether the rice-producing countries bordering
- on Communist China could, under Chinese control, make a significant
contribution to China's food supply has been addressed recently in
an ORR publication.* In this report it was concluded that with a
- hypothetical but possible short-run increase in output of 31 per-
? cent achieved through a 25 percent increase in productivity and a
5 percent increase in acreage, a takeover of these countries
[Eurma, Thailand, Cambodia, and South Vietnag7 for the resulting
increase in the area's food surplus of the magnitude of 5.4 million
. tons of milled rice would not be Jjustified on economic grounds. The
‘ CIA report concludes further, ﬁhat:
"Reallstlcally, the probable social and political
dislocations resulting from a takeover would preclude
: : any significant increases in the area's food surplus .
’ ) in the foreseeable future and might well reduce it, as
| : was the case ‘during the Japanese occupation in World
War II. It is possible however, that the potential
for a relatively small food increase would provide
China with an added inducement for a takeover it
regarded as desirable on political grounds.”
Projections of the status of rice availebility in Asia .
through 1976 would be extremely tenuous because of the many un-
known factors in all countries but particularly because of those

unknowns represented by such significant consumers as India and

Indonesia (combined populations in 1976 of about 750 millions)

* CIA/RR EM 66-5, March 1966, The Potential for Increased Food
Production in Continental Southeast Asia Under Chinese
Communist Control, Secret.
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and the important "rice bowl" producers, Burma and South Vietnam.
Even projecting to 1970 hasvresulted in various estiméfes of the
possible rice outlook ranging'from a possible but not.probable
net exportable surplus froﬁ major Asian producers (excluding
China) of about 2 million tons to a shortfall of aé mich as 5
@illion tons. Exports of riée from the Southéast Asia "rice
bowl" totaled about 3.3 million tons of milled rice in 1965. The
majority ;f these exports were té other Asian countries. Although
incr;ases in oﬁtput by most Asian countries are projected for the
years through 1976 and the increase could be significantly large
in some countries, the probable per capita expansion of rice out-
put for Asia, with its high poéulation growth rates, does not
indicate a significant surplus by ;9760,

Conditions for rates of increaée in rice yields sufficient to
more than compeﬁsate for population growth have not been présent in
most of the Asian countries. According toAgenerally accepted |
preconditions for agricultural development, relatively few Aéian
countries have been in a position to achieve significant gains in
agricultural output to date. These preconditions would include: a
will to develop agriculture in the minds of at least some of the
national and local leaders; a modicum of political stébility and
continuity; a minimum corps of administrétive and organizational

talent and a few nationals thoroughiy trained in sgriculture;

expanding markets for the products of agricuiture; and domestic
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and foreign résbﬁrces for necessary capital inputs. Add to this
other necessary conditions such as infrastructure to facilitate
marketing, a fair and reliable return to the farmer, crédit, and
technical assistance, and the wpnder is that any growth in-agricultural
output has been achieved in_past years by underdeveioped Asian countries.
‘E . _ Looking to the future, in the light of conditions that exiét
| tdaay, it is féirly:certain that the widespread national and inter-
national emphgsis on food production and the increasing availability
of foreign capital for the major inpgts must necessarily lead to
conditions for future increases in productivity that would exceed
those of the past; Significant increases in rice pfoduction through
improved inputs, increased acreage, and ?eneficial government policies
are considered possible in Théiland, Malaysia, Indonesia, Ceylon,
Pakistan, and India Withj.n the next 10 years. The principal unknown
factor governing-the extent to which these inéreases will be achieved
is the attitude of the governments toward agricultural develépment
and marketing policies for agricultural prodﬁcts. If governmen£
support is proVided and important output increases are achieved the
probability'of China occupying peripheral countries to fulfill food
requirements is still a matter to be decided on political rather than

"economic grounds.
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IV. Economic Projections, by Country

1. Japan

Long~term projections of the Japanese economy have become

éonsiderébly more difficult és a resuit of the nature of‘the current
business slowdown; A distinet cyeclical pattern was observable
‘during the 'fifties and early 'sixties, and government policy for
‘overcoming slowdown in thié period was heavily reliant on monetary
measures. The success of these monetary measures depended in part
on the strong positive expectationé of Japanese investors. The
preseﬁt "recession”, in contrast té the readily identifiable
inventory adjustment'cycles of the past, is complicated by strué-
tural changes in demand,.the emérgenceJof an autonomous fixed

investment cycle, and the overextended financial position of many

firms. Notable lags in demand for a wide range of conéumer durables

have contributéd to a marked dampening of business spirits, and
large numbers of'bankruptéies: in small- and medium-sized.firms havé
injected a sobering note into expansion plans in the private sector.
In this environment, the traditional monefary remedies have

pro&ed wholly inadequate td stimulate investment, and the neutral

..posture of goﬁernment in fiscél policy in the postwar era has been
called into question. Tﬁe debafe on governmént's economic role has
come at a time of increasing concern for the unsettling side-effects
of excessively rapid growth énd for the lag in investment in the

public sector. The results of the debéte have beén the acceptance,
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Ulawisis
at least for FY 1966,% of a dynamic fiscal policy and the emergence
of & national economic goal of "stable" (i.e., steady, rather than
' ' excessively rapid) growth.

- Clearly, the experience of average annuél growth of GNP of
about 10 percent in the decade ending in 1964 is not liable to be
.rgpeatea for the period from,l965 through 1976. The most rééent
economic planning has called for attainment of a growth rate of
7-8 percent for the fiscal years 1966 through 1968, and this
performance would be a significant improvgment over the estimated
GNP growth of 2.7 percent in FY 1_965° Steady,economic recovery
during 1966 should result from deficit financing by the national
government and impréved buéinéss expéctations.-

gbver the longer run, an optimiétic view would put the
Japanese growth rate at an average of 6 percent through 1976. The
attainment of this average rate would probably require a strong.
recovery from the present slowdown, the steady introduction of new
products in the consumer durablés lines, sustained favorable demand
for Japanese expdrts of-manufégtures; improvement in the timing by
the government of monetary measures to offset the trade cycle, and
continuation of the dynamic government fiscal policy. This optimum
combination would lead to & GNP of some $148 billion in 1976. A

’

- more modest growth rate of 5 percent per annum, leading to a 1976

% The Japanese Fiscal Year begins on 1 April of the year stated.

. (f-;-‘:»‘ o3
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GNP of $134 billion, could be based on an assumption that government
i would be hesitant in stabilizing the growth rate through fiscal

stimulants,‘that government would repeat the poor performance in
monetary action of the 1962-64 period, or that conditions in the
ﬁJapangse export mérkets would deteriorate significantly. Tﬁe most
pessimistic circumstances for all of the aBoVe factors combined
with marked lags or declines in productivity in the less advanced

- sectors of the economy migh lead to an average g;owth rate as low
as 3 pefcent,and a 1976 GNP of about $108 billion. This pessimistic
case appears to border on the incredible, however, for the postwar
success ofithe Liberal Democratic Party has been the result largely
‘of rapid economic iﬁprovement, and tﬁe Liberal Democrats would more
willinglf expand the economic role of gdverpmént than lose office to
the Socialists. In none of the long-range possibilities considered
here is there any apparent reason to suppbse that a écarcity of
domestic capital for investment will act as a restraint on sustained
economic groﬁth.

Through-l970 it is likely that a recovered domestic demand
for manufacturing output and investﬁent in manufacturing will pull
the gréwth rate along at an average in excess of most other advanced
indﬁstrial natioﬁs; It is, however, also probable that wide

' qyclical swings will be tempéfed by a more dynamic fiscal réle
for governmént and that investment in the publie sector, which hgs

lagged badly in the postwar era, will be substantially increased.
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This investment will have its principal effects on tﬁe construction
sector. The share of manufacturing in national income will
prdbably tend to stabilize between 1970 and 1976 within a narrow
range only a little above thé curfent 31 percent. ‘Between now
and,l976, labor shortages in the more pfoductive sectors will
continue to draw workers from agriculture, small-scale industries,
| v_ and retail trade; and prod&bti&ify in these traditibnal sectors
will suffer. By the end of the period, the contribution of:agri-
culture, forestry, and fisheriés té domestic national income might
be below 10 perceht compared to the current 12.5 percent.
Significant stfﬁctural changes 1in manufacturing and agri-
culture will probably be prominent fea;hres of the Japanese growth
i ' pattern between now and 1976. Both horizontal and vertical inte-
gration in manufacturing firms have éharactérized the 1965 business
P slowdown, but horizontal integration has been more important as
‘ numerous bankrﬁptéies in medium—size firms have signaled the
generally overextended financial pdsition of Japanese industry.
Although this sort of adjustment will continue to occur over the
next few jears, it is likely that vertical integration.of the
relatively iﬁefficient small—écale producers of components into
the largér manufacturing firms will assume greater importance as
the rate of wage increasesAin small-scale industry outpaces
productivity gains. Structural changes in agriculture would

center on the increase in the size of landholdings to facilitate
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use of more complex capital equipment. The stimulus‘for such a
change would come from the requirement to sustain productivify
as the most efficient rural laborers were drawn into the city
by industrial labqr shortages. .
| By-l976 the GNP per capita would prébably be between $930
"and $1,400 in 1965 prices.* Thus, in rough terms, the Japanese
economy would enjoy a liviﬁg standard more comparable to those
of Western Europe than of Asia and might approach the currept
living standard of the ﬁnited Kingdom. Thehgains in living
standards will manifest themselves in further improvement of
the Japénese diet with continuing disp;acement of fish and rice
by meat and dairy products, in the steady increase in ownership
and renting of automobiles,}in some alleviation of current housing
pressureé, and in a decline of the a?erage age at which japanese
marry. By 1976 the responsibility of government in providing un-
employment benefits and job retraining should be éonsiderably
enlarged as private industry reSorfs to layoffs more frequently
than wége cuts.

Undeflying the more optimistic growth conditions and economic
§ : ‘ achievements described above is the assumption that there will be

i no radical changes in Japan's exbternal economic relations. Prominent

* This estimated range is based on the growth rates noted above and
a range of population projections extrapolated from a study by the
U.S. Bureau of Census in May 1964. The data of this study (which
assumes various gross repproduction rates) yield a low population
estimate of 106.7 million and a high estimate of 116.4 million for

- midyear 1976. A figure of 110.2 million (based on a median repro-
duction rate) is used for the purposes of other tabulations in this

paper.
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‘ among the determinaﬁts of the stability of Japanese economic growth
is the nation's international payments position. Aithough there
is no immediate reason to suppose that the conditions of the world
merket for Japanese exports will undergo ﬁajor changes; it is
importaht to remember that sustained economic growth in the United
‘States and Western Europe is important to the Jaﬁanese economy.
‘At present the United S£a£és accounts for about 30 percent of the
value of Japan's export and import trade, and the continually
increasing sophisticatién and imprévements in quality of the
manuféctured préducts that make up over 90 percent of Japanese

exports suggests thét the focal importance of markets in the

7

United States and other advancéd industrial nations will becom¢
more pronounced through the 1970's. Trade with the underdeveloped
nations will reflect both the continﬁing efforts of the JapaneseA'
to broaden the geographic distribution of raw matérials’ sources
and the limitations on purchasing power in most of the under-
' developed world. Effofts td overcome the problem of purchasing
- _ ' power will probably include increased economic assistance (in
particulai, more generous terms for.medium- and long-term loans),

tariff preferences, and selective import subsidies for‘underdeveloped

nations. Nevertheless, the present significance of trade with under-
developed nations to the total trade of Japan at best will probably

remain about ?he same between now and 1976.
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The share of total Japanese trade accounted for by Communist
countries appears to have reached a plateau in 1965 at about
6-percent. A five-year trade agreement concluded with the USSR
in January 1966 is expected by the Ministry of International
Trade aﬁd Industry to produce a trade turnover of $450 million in

\1970 compared to $409 million in 1965. Discussions of joint

_development of naturél resources in Sakhalin could lead to a
limited ﬁoost in Soviet-Japanese trade, but, néither this project
nor any of those occasionally mooted for Siberia is likely to
‘radically revise the fact that the USSR accounts for only 2.5
percent of overall iapanesé trade; B |
A slightly greater share of Japanese trade_is with Communist
China. Unusually rapid recovery in J apaneée trade with Communist
China followed the lull brbught on by a Chinese émbargo on
- Japanese goods in retaliation for & political incident in 1958.
Negotiations for 1966 trade under the semi-official Liao-Takasaki
A Trade Agreement were widely characferized as disappointing by the
Japanese. Although Chinese Communist trade through the so-called
"friendly'fi?ms" channel may show a sufficiently rapid growth
) , over the next few years to spur total Sino-Japanese trade, cod-
tinued difersion of trade outside the Liao-Takasaki framework will
probably Qiscourage any significant relaxation of the tight line
on long-term credits to Commnist China by the-Japanese-Exporﬁ-

Import Bank. Between now and 1970 it appears likely that

. , eronTy
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extensions qf these.credits, which are distinc;ly important to
further expansion of trade between the two countries, will be
rgignificéntly inﬁibitéa by U.S. and Chinese Nationalist pressures,
by the growing concern of the Sato admini;tration for the
belligefency.énd hew nuclear capability of the Chinese Communists,
‘by the delicacy of the Vietnam situation, and by the uncertainty
Aéf an economic rélationéhif subject to political whim. Over fhe
longer run, the possibility cannot be ruled out that the prgssures

of Japanese businessmen will lead to a general relaxation of credit

to Communist China, but it is difficult to foresee that such a

relationship would evolve_fo a point comparable to the current
one with the USSR. Were the Chinese Communists to propose jbint
development of resources on the Mainland, a few Japanese firms

might evince some interest in participation, but large-scale or

sustained investment activities would be highly unlikely given

the relative attractiveness and security of investment in numerous
advanced and underdeveloped nations of the Free World and con-

tinued Japanese efforts to diversify the sources of raw materials.
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2. India
Indian economic growth for the period i966-76 will depend

principally on the degree»to which measures to improve agricultural
output ére successfﬁlly implemented and on the uncertain Indian
monsoohé. Agriculture, the most important sector of the economy,

‘makes up éome hS-percent of GNP. GNP increased an’éverage of about
4 percent pef year during the first 4 years of the Third Five-Year
Plan (1961-66) in contrast to aAplanned increase of some 5 to 6
percent. During these four years, which included one year of
exceptionally good weather, agricultural output increased only

‘an a&erage of about 2.6 percent per year, also below plan. More-
over, during FY 1965,% the final year of the Third Plan, ‘a.gri-
cultural'output'suffered a drastic feduction because of extremely

. bad weather. Primarily as a result bf ﬁhis-one bad agricultural
year, the average annuél increase in GNP was bought down to.less
than 3 percent for the Five-Year Plan period. It is'estimated that
per capita GNP in FY 1965 was about $107. Principally because of
the expected continued low agricultural output, it ié estimated
that GNP will increasé at an average annual rate of 4 percent
_through 1976 with per éapita GNP increasing to $127. It is
estimated that a growth rate §f 5 to 6 percent could only be

achieved if the government-reverses its past policies and affords

* Indian fiscal year begins on 1 April.
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agriculture priority over industry. In this event per capita GNP
would increase to about $150.
The rate of increase in foodgrain production which mekes
up some TO percent of total agricultural broduction is the principal
_determinant of thé status of agriculfural development in India.
Foodgrain output, however, varies widely from year to year. During
1k years of the first three Five-Year Plans (1951-6L) an average
annual growth rate for foodgrain of about 3.5 percent was achieved.
By adding estimated production in 1965, however, the average growth
rate for 15 years drops to about 2.5 percent. Despite this low
‘level of achievement-over.thé paét 15 years the GOI has tentatively
a@opted a plan goal to increase foodgrain production annually by
sonme 8.5 - lO.S.percent'to attain an outéut‘of about 125 million
tons in 1971 -- a plan which appears to 5e unrealistic. We estimate
that such a level of production will nof bé achieved much before
A § 1976 as it is doubtful that agricultural growth much above Lt per-
cent can be sustained.
Aside frém,the staggéring organizational and institutional
problems of providing'millionskof Indian peasants with incentives
- : to increase farm output, Indian agricuiture suffers from )
deficiencies of almost all inputs, including water. Almost 80
percgnt of Tndia's crops dépepd on uncertain rainfall rather than

on modern methods of irrigation. As a result, low rainfall
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inevitably leads to & poor crop and for some time to come uncertain
monsoons ﬁill greatly affect annual farm output. During the 1964~
:' A 65 crop year, for example, when the monsoon was exceptionally good,
agricultural production increased T percént, whereas during 1965-66
when the monsoon failed, production declined by about 12 percent.
. _ : Regardless of the weather, India could attain substantialiy
increased agricultural production if agripultural development is
j , giveﬁ priority over heavy industrial development. Although there
is some evidence thét Indie intends to give agriculture such a
priority, it}zoubtful that very much will be accomplished soon.
Agricultural development depends on the availability of foreign
technical and economic assistance at ﬁﬁcﬁ greéter levels thén the
massive quantities already réceived. There is little_evidence
that the governmént intends.to relax significantly its doctrinaire
rigidity and bureaucratic controls in order to encourage either
‘domestic or foreigﬁ private investment in agriculture. Resistance
has already been manifested to some of the limited fertilizer
price and distribution liberalization measures adopted to attract
private investment into the chstruction of fertilizer plants.
A number of the proposed limited crash-type measures to increase
P agricultural production on the best acreage by the use of better
’ séeds, improved irrigation, and more fertilizer should yield some

| gains in output. In addition,-however; more attention needs to be

given to security of tenure, to improved credit in the villages and

T S ¥} fﬁ ) '
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to the establishment of a truly national agricultural policy.
If the GOI, contrary to its past policiés, vigorously pursues a
pélicy of agricultural development on a priority basis it is
estimated that overJgfiﬁé; © average annﬁal increases in agri-
culture.on the order of about 5 percent could be achieved.

Industrial growth during the Third Five-Year Plan was
5etter than that éf agriculture but its influence on economic
growth was less because it makes up only about 18 percent of
GNP. industrial production increaéed an a#erage of slightly
less than T percent per year during the first three Five-Year
Plans. It is estiméted that India may achieve a T to 8 percent
average annual:growth rate for industry £hrough l976.>

As in agricglture, India’s industrial growth is extremely
vulnerabie to changes in foreign aid levels. Since 1950 some
$7 billion (excluding U.S. PL 480 surplus agriculture products)
in economic aid has been extended to India from the Free World.

‘About $4.6 billion of this was extended during the Third Five-

. Year Plan. Because of the rapidly increasing foreign debt repay-
ment burden (now takiﬁg some 40 percent of every economic aid
dollar) foreign assistahce levels must be sharply increased, just
to maintain levels of net foreign economic aid. If net foreign
aid levels are-permitted ﬁQ decline’industriéi production will

suffer and GNP growth rates will be adversely affected. On the

other hand, if India receives foreign aid at the optimum'levels
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and adopts a number of recommended economic reform measures to
encourage exports, to relax domestic economic controls, to
liberalize imports and to improve the investment climate for
i foreign 1nvestorsA1ndustr1al production could increase annually
by lO to 11 percent through 1976. ~
India's populatlon 1ls expected to continue to increase at
the current 2 L percent rate. The small family planning program
thus far underwvay cennot be expected to result in any significant
fall in birth rates through 1976. Even thcugh the program will
expand somewhat ﬁlthe,near future the resulting decline in birth
rates is expected tc be so4small during the next 10 years that
it will be almostrcompletely offset by the declines in mortality
rates resulting from expanded medical aid programs -- particularly

the extensive program of vaccinations.
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3. Pakistan |
" Under the Second Five Year Plan (FY 1961 - FY 1965),%
Pskistan's economic growth has proceeded at a relatively rapid_
rate. GNP in real terms increased an average of about 5.4 percent
per year with per capita GNP increasing at an annual rate of about
‘ 2.7 peroent.' The wbilization of large sums of foreign economic
i | .assistence, amounting to about 38 percent of total development
expenditures under the plan, permitted substantial government
investment in infrastructure, while the ptivate sector was
encouraged py a favorable business climate to undertake sub-
stantial industrial investment. The ?ayorable achievenments of
the completed Second Fiye Year Plan have established a sound base
for the Third Five Yea;p Plan (FY 1966 - FY 1970), which was begun
in July 1965.

Prospects for attaining the goals of the Third Five Year
dPlan, however, are uncertain. During the Indo—Pak hostilities in
~the £all of 1965, for example, U. S. military aid was termlnated

and domestic resources were diverted from development ‘o defense,
; :resultingrln & shortfall in government expenditures of about 24
percent:in FY 1966. The United States nas expected to provide

economic' &id amounting to about 16-17 percent of total development"'

e £

eipenditures under the Third Five Year Plan but has not yet pledged

aid for the Plan. Beoause"of the uncertainty concerning U.S. aid,

* Fiscal Year begins 1 July - 30 June. .
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two sets of projections have been made. The first assumeé U.S5. aid
(both economic and military) at the high levels needed to fulfill
Pakietani plan: goals, and the second projection assumes U.S.
economic aid at a much lower level and no U.So.military aid. Both
}' E projections assume that economic &efelopment remains a primary
v ‘nationaligoal'and that no further hostilities with India wili occur.
On the besis of continued Uos. aid at high levels,'the 20
year Perspective Plan (FY 1966 - FY 1985), as developed by the
Government of Pekistan, projected an annual increase in GNP ef
7.0 bpercent auring FY 1966 - FY 1975. Mthouéh the stable and
balanced pattern of recent ecqnomic g;ewth in Pakistan makes it
likely that substantial growth can continue, it is éoubtful that
this target can be fulfilled. Since agriculture accounts for
gbout 50 percent of GNP, the difficulties inherent in expanding
the use of modern 1nputs within a traditional backward agrlcultural
seetor will probably prevent the attainment of plan targets.
lAlthough it is still possible to expana crop acreage in West
Pakistan by increasing the-availability of irrigation water, any
substantlal increase 1n agricultural output in East Pakistan must
come prlmarlly from increased crop ylelds. Thus, for normal
conditlons of growth, it is estimated that GNP will increase at
an aversge annual rate of 6 percent through 1976. At thls rate,
GNP would nearly double to $18.17 billion with per capita GNP

increasing by over L2 perceht to $121 in FY 1976. It is estimated
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that the planned growth rate of 7 percent per year is the maximum
rate that can be sustained from 1965 to 1976. At such a rate, GNP
would increase to $20.1L billion with per capita GNP increasing to
"$133 in 1976. Even under adverse conditions including poor weather
and gregter shorffalls in the expéﬁsion and introduction.of modern
-‘agricultural'inputs, we estimate that GNP would increase by 4.0
percen£ pef year to $14.73 billion with per capita GNP increasing
to $98 in 1976.' | |
- Under thé assumption of minimum U.S. ecohomic aid and no

; A military aid, economic growth in Pakistan thrdugh 1976 Would be
| slover. Although the loss of U.S. aid probably would be offset
somewhét by increases in communist aid, foreign ekchange shortages
ﬁéuld probably become acute. The impact of this shortfall in
foreign exchange_would‘be principally on tﬁe industrial sector
which is heavily dependent on western imports for raw mate?ials
and spare parts. Agriculture would also suffer from restricted
,ferfilizer imports. In these circumstances it is estimated that
GNP would increase at about 5 percent per year during 1966-76.
Although this raté is considerably below the plan.targets, it is
negrly gé high as that achieved under the Second Five Year Plan.
GNP wbuld_increase»by over T0 percent to $16.37 million with per
capita GNP increasing to $i09 in l9f6. We estimate, however, that

~ within the framework of minimum U.S. economic aid, other adverse

. (-—1.'*"""'_
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domestic conditions could reduce the average rate of increase of
GNP per year further to 3.5 percent, whereas’under ideal con-
ditions the rate could increase to 6 percent. Even under these
advefse economic conditions GNP would increase by nearly 50 per-
cent with per capita GNP increasing to $93 in 1976.

The'potential for increased trade between Pakistan and
Communist China would appear to depend partly on the availability.
of U.S. aid. Pakistan's foreign trade is expected to grow rapidly
durlng 1966-T6 with increasing 1mports of capital goods, primarily
from aid donor countrles. Paklstanl imports from Communist China
will increase somewhat in proportion to Chinese.aid, which in
turn will probably increase if U.S. ai& declines. We estimate

- that Pakistani exports to Communist China, however, will continue
to expand regardless of.the volume of Chinese aid. Communist
China's share of Pakistani exports élready has increased from

L percent in FY 1961 to T percent in FY 1965 with no Chinese aid.
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Ceylon's GNP has grown at an average annual rate of 3.4 per-
cent .during the years 1961-65, and 1t is unlikely that this growth
i fate will increase significantly in the period through 1976. Agri-
; . culture contributes about 45 percéhf of GNP and has gfown at an
—avefage énnual rate of less than 2.5 percent during the past five
years.'_Agricultural production should continue tovincrease at a
somewhat higher'rate with increased use of fertilizers and better
cultivation techniques, but adverse weather éonditioﬁs in -any one
year couid séverely affect’the average agricultural'growth réte.
'Industry at present accounts for less than 10 percent of Ceylon's
GNP. Although possibilities for expansion exist, g;owth will be
limited by both the size of tiqe domestic market and the high
import component of manufacturing in Ceyloﬁ. |
Ceylon's annual growth rate will probably average about 3.5
percent per year through 1976. Particularly adverse weather
conditions might lower the rate to 3 percent. A rate as high as
5 perqeﬁt might be possible if current plans to increaseﬂagri-

) - cultural and industrial production are efficiently executed, but

performance in the past suggests that this is unlikely. Per
- capita income in 1965 averaged $135. The projected average GNP
growth rate of 3.5 percent, coupled with a hlgh populatlon growth

§ : * rate, would yield a per capita income of only $145 by 1976

Under ideal conditions per capita income might reach $170, and

t ) ‘-

; _ under adverse conditions increase to only $138.
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. Ceylon's population growth rate will probably continue to
be high, around 2.8 percent per year. The eraciicatior; of
‘malaria after World War II, coupled with improvements in public
health services > have made Ceylon's mortality rate relatively
low. Fertility pfobably will not -decline significé.ntly be-

‘cause of improvements in public health and resistance to fa.mlly

' pla.nnlng .
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i ) 5. Burma ——

Burma's rate of growth of Gross National Product (GNP) has
- been limited in récent years by thg_government's shift to a

socialist economic system and the ﬁolicy of limiting foreign
contacts. Private fofeign investment has not been a factor.for
somefime, and the shortage of such inveétﬁent_has not been made
up by government investment on a significant scale. The $8k
miilion credit extended by Communist China in 1961 has made a
contribution té industrial capital investment, but the paée of
drawings has been slbw. An édditionél adverse factor has been
the inability of the government to cope adequately with the
burden ofAthe nationalized distribution system.. Problems of

production have extended to the agricultural sector which accounts

for 1/3 of Burma's GNP. The total impact of the various diffi-
culties was a decline'of 3.5 percent in Burma's GNP in real terms
in FY 1963/6L.* Government data for 1964/65 indicate a recovery

to sbout the level of 1962/63.

;V ) The economic difficulties fhat Burma has experienced in the
pqsf few years aie likely to remain unresolved in at leaét the neaf

future, with a resultant constraint on the rate of economic growth.

The probable and the optimiéfic projections, therefore, indicate

* Burma's fiscal year runs from . October - 30 September.

-
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slightly greater growth after 1970 than from 1965 to 1970, on the
assumption that the presnnt government w1ll survive and will

achleve some improvement in its egonomic management. The pro-
jections are based on the Burmese_éovernment's revised estimate

of GNP in FY 1964/65, although the figure may be somewhat high.

- The most probable growth rate of GNP is eétimated at 3.5-4.0 per-
éent, higher than the average annual ratelof‘3;o percent éxpérienced-
between 1958/59 and 1963/64 (which reflects the downturn in 1963/6L4).
This rate of growth would increase-per capita GNP from $71 in 1965
to $84 in 1976, a rise of 18 percent. Should the government
_rationaiize and improve 1its economic policy, ﬁurma's resources

could make possible a growth rate of ﬁ:5—5.5 percent, with a
conseéuent increase to $96 in per capita GNP by 1975/76. Serious
failure of government pollcy or several years of adverse weather
could keep economic growth as low as 2.5 percent per year; such =Y
rate would scarcely keep pace with population growth and would

leave per capita GNP virtﬁally unchanged.

Communist China's share of Burma's imports rosé from 8.1 per-
cent in 1958 to 11.3 pefcent in 1963 (compared Wi£h a 21.3 percent
sharé for Japan). Up to 50 percent by value of Bﬁrma's imports
from China are textiles,rwith ha?dware, chemicals and glasswaré
being other important imports. China, however, has been taking

‘a negligibie share of Burma's exports, buying primarily salt and
raﬁ cotfon. Burma's trade deficit with China in 1964 was financed

~
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through part of the Chinese aid credif. Unless_ this imbalance

of trade can be eliminated, it appears unlikely on economic grounds
that Burmese trade with China ﬁill expand significantlyA in the

near future. Burma, ho;wever » feels a political need to maintain
good relatioﬁs 'witlh its ﬁeighbor » ;.nd this fact, together with

the aid extended by China, will keep the share of imports coming

from China at appreciéble levels.
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76T THaEIland
The pattern of economic growth in Théiland during the past
severai years has.béen one of the most fa&orable in Southeast
Asia. The government's investment‘program has stressed develop-
ment of infrastructure, while the private sector hqs been
éncouragéd by'a fafordhle business climate to undertake
' : industrial inveétment on a substantial scale. Thailandfs GNP
has grown at an avérage annual raté df 6.7 pércent in real.
terﬁs since 19604 and the government's conservative financial
policies have pre&ented problems of inflatibn. Foreign assistance
and investment have made it possible for Thailand to increase its
foreign exchange reserves substantiaily despite recurring deficits
in commoéity trade. The favorable achievements of the almost-
completed National Development Plan (1961-1966) have estabiished
i _ a sound base for the Second Development Plan (1966-1971) scheduled
| to begin late this yéar. . . |
The new plan anticipates $5 billion iﬁ ihvestment (1/3 in the
pubiic seétor, 2/3 in the private) for the five year period. In
fesponse to political as well aé economic criteria the agricultural
éectorvwiil receive speeial emphasis. After recently revised
national income data indiéated the substantial growth of the past'

few years, the government announced its intention to achieve annual

growth rates in excess of 8 percent during the coming decade.
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Because of thé stable and balanced'pattern of recéﬁt economic
growth in Thailand, it is believed likély that growth until 1976°
can continue to be steady and substantial but probably less than
the government'é target rate. It is assumed that insurgency in
the Northeast Region wiil not reach proportions that will

- geriously impair economic growth. To establish the probable
economic_outlbok for 1976, Thailand's GNP for 1965 has been pro-
jected at a constant rate of 6.5 pgrcent per year in real terms.
This rate, slightly lower tﬂ;n the average faie of the past few
yeafs, would double GNP, to $7.6 billion, with an increase of
‘45 percent in per capita GNP, from $123 in 1965 to $178 in 1976.

A more favorabie'growtﬁ rate of T percent per year is suggested
as the maximum aVérége rate sustainable from 1965 to 1976. ‘Lower

~ than the‘government's goal for the period,'this réte would increase
per capita GNP from $123 to $187. With a lower growth rate of 6
percent pér year per capita P would rise froﬁ'$123 to $169.

, Possible limitation; that would adversely-influence Thai economic
growth include sﬁortages of skilled-manpower in the.short run and
gﬁ increasihg debt burden léter in the period. Several years of
'podr cfopé could also adversely affect the average growth.
érelimiﬁaryAdaté for 1965, for example, indicate a GNP growth .
of only 5.T‘percenf due in part to the impact of poor weather on-

agricultural>output.

[
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Thaildnd's growth will be reflected in a rise in foreign
trade, with imports of capital goods increasing along with
increases in exports of agricultural and other primary commodities.
It is unlikely, however, that Thailand wili develop trade relations
with Communist China given political conditions approximating
those existing at present. 1In part this will be because Thailand
is unwilling for political reasons to establish economic ties
with China, but also because the two countries are unlikely to
become natural trading partners. Thailand's needed imports of
capital goods will come from éountfies suppl&ing invéstment
funds, and‘Thailand’s agricultural exports are not the types

China will be likely to import on a large scale.
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Between 1960 and 1965, the Malaysian economy has grown at an
avefage rate of 5.8 pe;cent per annum. This relatively good growth
has occurred despite a substahtial decline in the country's terms of
trade caused mainly b& a fallvin #orld rubber prices. Per capita
incqme, howevef, has only grown at a rate of 2.7 percent because
of the high rate of population growth -- over 3 bercent annually.
Although the government has increased its dgvelopment éfforté in
recent years, the Malaysian economy stiil faces a number of basic
problems. The mbst iﬁportant of these probléms is the cbntinuing
heavy dependeﬁce of the eéonomv on exports of rubber and tin.
"Approximately T0 peréent of total exports and 30 perceﬁt of GNP
are directly based on rubber and tin. Prices of bothAcémmodities
have‘been subject to wide fluctuations énd over.the next several
' years pricés are expected to declinef The expected expansion of
{ _ rubber production éhould_more than offset the decrease in prices but the
value of tin exports is likely to fall and total export earnings probably
will'stagnatef
The governmént's long term development strategy is designed to
oVefcomé this dependence on rubber and tin by stimulating aew kinds
of economic activity both agricultural and industrial. The first
‘Malaysia Plan (1966-70) calls for governﬁent expenditures for economic
"and social deveiopment of $1,245 million. Of this, about $500 million

will be spent for education and agricultural and rufal.development. The
. - SECEET
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plan is designed to achieve | ;increases in GNP of 4.9 percent
annually between 1966-T70 and projects a further gfowth rise of 5.5
«percent.between 1970 and 1975. |
A maximum average annual rate of growth of 5.5 percent through
© 1976 could be achievea if favorable pricee for Malaysia's exports are
sustained and if substantial foreign economic assistance is obtained
to aéeure fulfillment of investment plan goale. An average annual rate
of growth of‘S.O percent -- the five year plan goal -- could be attained
aesuming rubber prices continue to fali. (The Malays1a plan assumes a
% : 20 percent decline in rubber priees). Thls 5 percent rate stlll pre-
supposes that fnnds_will be avai}able for projected development of
>.agriculture and industry and that eome grdﬁth can be encouraged in the
eeonomies of Sarawak and Sabah through the infusion of development funds.
"A minimiirate of h.O'pefcent ie possible under adverse conditions that
é ' . would include a deteriorating politicai situation and the resultant’
discouragement of foreign investment. A 4.0 percent growth_fate would
result in a per capita‘incone'of $353 in 1976, compared to a $392

! per capita income achieved with a 5.5 percent rate of growth.
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8. Singagofe o V _ N -

The prospects for continued economic growth in éingapore
dhring the next ten years are highly uncertain. Singapore's con-
tinued economic strength will depend on the maintenance of existing
economic ties witﬁ Malayéia and the continued use of its entrepot
facilities by neighboring countries. Between 20-30 percent of the
country's GNP is derived from trade and rélated activities. The
loss of any of this trade has serious repercussions on the domestic
econéﬁ&. fetween 1963 and 196k, the rate of economic growth declined
from 6.5 pe}cent to 0.5 percent, primarily because of the effects

! - 'of confrontation bn trade.and, had the trade embargo been completely
| sucéessful, there would probably have been a more severe slowdown.
_ Qver the-long run, it is estimafed that Singapore's entrepot trading
activities will decline and new sources of income will be needed.
--In ad@ifion to'the:problems posed by the loss of entrepot
trade, the future of the British base in Singapore is likely to
- have a significant impact on the economy of the country. The base
now éontribﬁtes between 20-25 percent to Singapore's GNP. By 1976,
however, it is assumed that the base will at best be little more
théh a stand-by facility, and ifs contribution to Singapore's v
economy will be substantially diminished.
To accomodate fhe.expeéted decline in entrepot trade and
‘ the loss of the British base the Singapore government has promoted

an ambitious industrialization program. At present, hbwever,
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ménufacturing accounts for only 1k perceﬁt of GNP, substantiélly
below the contribution of either entrepot trade or the British

base. Further industrialization presents problems, moreover, for
lacking domestic sources of raw materials, Singa?ore must depend

"on imported raw materials. In addition, the Singapore population

6f~&bout 1.8 million does not provide a market sufficient to
warrant substantial new industrial investments fér local con-
sumption alone. Therefore, unless Singapore can maintain a
continuoué expansion of domestic manufacturing services and
successfull& develop new markets for its manufactured products,
serious economic:problemé are likely to develop. One bright cloud
on the horizon is the possible prospect of resumption of a portion
of the eéonomi; relations once enjoyed with Indonesia.

Tt is unlikely that there will be a substantial expansion
of Singapore's'tfade wiﬁh Communisf China or with other Communist
countries. Singapore now sustains a substantial deficit in its

~trade balance with Communist China and although dhina may fe willing
to increase.its rubber imports froﬁ Singapore it is unlikely to
alter signifiéantly the trade balance which provides substantial
foféign exchange earnings. Othef comnunist countries may establish
vérioﬁs trade missions in Singapore but unless some communist

_ économic credits are forthéominé there is little reason to expect

a significant expansion in Singapore's- trade with the communist

countries.
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An average annual rate of growth of 5.5 percent through
1976 is estimated~as a high but possible goal. Such a rate of
growth would depend on pontinued close economic ties between
Malaysia and Singapore, a continuation of Singapore's iﬁportance
as an entrepot for trade, the éesumptlon of some trade with
Indone51a, continued growth of the industrial sector and
retention of the British base for a maximum perlod during the
décade. A more probable rate of growth of 4 percent would be
"possible if the British base were closed by 1970 but other
factors were favorable. A minimum_rate of growth of 2 percent
-is projecfed. This rate is possible under adverse conditions
including the withdrawal of the British base, a substantial decline
in-entrepbt trade, and strained relations bgtween Malaysia and
Singaporg;' A 5.5 percent rate of growth would résult in a per
cepita income of $536 in 1976, compared to a per capita income
of only $370 with the 2 percént rate of growth and the concurrent

3.6 - 3.7 percent annual increase in population.

T
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9. indoﬁesia
| There are two major factors liﬂiting the certainty of estimates
" of future rates of gconoﬁic growth in Iﬁdonesié. First is the absence
of reliable and consistent statistics on which to base.a comprehensive
picture of past eéonomic perfarmance. Second, is the confusion of
thé pfesent political situation and the uncertainty of its outcome,
and the depressed state of the economy today. )
| Between 1951 and 1959 fhe economy expanded at an average
~ annual rate of 4.2 percent. Theré was coﬁsiderable'unevenneSS in the
" pattern of growth for in the earlf'part of the decade the country
realized substantial growth as a result of post-war reh%Pilitation.
By the end of the deéade, however, étagnation had set iﬁ. No annual
-ddta are avallable on rates of economic growth since 1959, but AID
estimates GNP in 1963 at $8,065 million. Between 1963 and 1965 no
e;pans;on has taken place in the economy -- industry is still
operating at about 25 percent of capacity and there has been no
‘ significant increase iﬁ agricultural outpui. Thus, the figure of
$8,065 million has been used as the estimated GNP for 1965 and the
base-for our projéctions.
| It is unlikely that significant economic growth will take
place within the next two to three years, even if the military is
&blé t0o maintain their political power in Indonesia. In the long

run, however, chances for economic growth under a military government

ere probably good. The military, in order to maintain itself in power,
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is 1ikely.to bé more concerned than Sukarno's government had been
about the country's economic problems and the possible adverse
political effect that further economic deterioration may engender.
The military also should be better able to enforce sound economic
policies. Before any economic;growth can be expected, however, the
infrastructure must be rebuilt. For three years, therefore, it is
estimated that real growth of ﬁhe national prodﬁct will just‘ébout
bresk even.
Assuming that the military leaders are willing-to follow
-sound policies directed toward the.atfainment‘of economiq stabi-
‘lization, economic growth willrrequire significant changes in the
economic structure of the country. 'A greater proportion of develop-
ment expenditures must be afforded the agricultural sector. Rubber,
10ng'the mainstaj of the economf, has been éubject to sharply
declining prices on the world market and to iﬁcreased compefition
from synthetic rubber. If Indonésia is to maintain its competitive
position in natural rubber, large scale replanting with high yieldigg
* trees must £ake place. The production of rice and other foodstuffs ‘
must also be expanaed. Existing industries must be rehabilitated
and made more efficient and new industries based on indigenous raw

materials must be established.

A maximum average annual rate of growth of 5 percent is
postulated through 1976 as possible to attain only if the military

leaders are able to maintain firm political control and if they embark
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on & successful program of economic stabilization and development
with good growth in both the agricultural and industrial sectors
and with substantial inputs of foreign economic assistance. With
a 5 percent average annual groyfh rate per'capita incomes.wbuld
rise from an estimated $76 in i965 to $107 in 1976.
A more realistic average rate of growth of»3 percent, with
a per capita income of $82 in 1976, postﬁlates some progress in
alleyiating the current economic distress and improvement in agri-
cultufal output tb the point of self-sufficiency in food production
at least during the later years of the period. A zero rate of
.growth, with a per capita income ofa$59 in 1976, would be-postulated
in the event that present policies are not appreciably changed.
‘Indonesia's population of about 105 million is projected
af slightl& less than 137 million in.l976 on the basis of gnnual
growth rates averaging 2.1 percent through 1970 and 2.6 percent

from 1971-76.
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"10.  Cambodia

During the past five years, Cambodia has achieved an average
growth rate of 4 to 5 percent annually. The econbmy has benefitted
frem foreign assistaﬁce from the U'Si’ France, and Communist countries
in @eveloping its infrastructure and industry. The mest significant
advance, howe%er, has been in the agricultu;al sector where a popula-
tion growth of over 2 percent-yearl& has promoted increased production.
The Cembodian economy suffered the less of US economic assistance
in 1963 because of Sihanouk's belligerent neutraiism and endured
substantial economic uncertainty as a resulﬁ of government national-
ization of private enterprises. .

During the comlng decade, Sihanouk is expected to remain in
power and malntaln e measure of internsl political stablllty and
cohesion. It 1is also assumed that Cambodia will not become engaged
in a major military cenflict. Because of confinued antagonisny on
the international scene, toward thekU.S. and, on the domestic scene,
teward private enterprise, foreign and domestic capitel will continue

to be insufficient to finance the major investments required for

.rapid economic growth. Given these resource restraints, the major

factors affecting economic progresé will be the government's management
of its enlarged economic bureaucracy, the fortunes of weather, and
the implementation of current foreign aid projects and of proposed

projects on the tributaries of the Mekong.
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ﬁhder thése circumstances, the growth of GNP can reasonably
be expected to fall within a narrow range of 3 to 5 percent annually.
A median rate of 4 percent per yearAis anticipated with average
weathef and with a slow improvement in economic manasgement and
project implementétion by the éovernment. A population growth rate
' df-close to 3 percent, however, will limit per capita GNP gains to
'ébout 1 percent per year. Markedly improVed economic ﬁanagement
and favoreble weather could combine to produce an additional net
‘growth of GNP of about 1 percent per year. Given'prospecti&é
résource limitations, however, it'is unlikely that fhe government
will enjoy the>economic flexibility required to generate this
annual growfh rate of 5 percent. If Cambodia should restrict its
participgtion in the Mekong Committeé, additional resource
restrictiohs would be imposed. Under these circumstanées or if
adverse weather or mismanagement occur, a lower growth rate --
aﬁproximaﬁely the population growth rate of 3 percent -- is
-possible.
e Under the projected median rate of growth of b percent per
yeai the Cambodiaﬁ GNP would increase from an estimgﬁed $768 million
in 1965 to $1.18 billion in 1976 and the respective per capita GNP
" values would increase from $126 to $1L4k. Under the most favorable
conditions of growth per capita GNP would be increased to about

$160 and under less favorable conditions would increase only to

$130.
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11. Laos

Reliable economic data oﬁ Laos are non;eiistent. Estimates
ofAthe current popﬁlation range from 2.0 to 2.6 million, and the
range for GNP 1s éorreépondingly wide. It is generally agreed,

E however, that the average GNP per capita is at a near-subsistence
ievel -- approximately $65 per capita. .Cﬁrrent economic data can

" not be used as a base for realistic projéctions for the coming
decade. -

It is estimated that, under current conditlons, the ;
populatién and GNP growth rates afe comparéble -- ébout 2 to 2.5
percent annually. - These rates are expected to continue until 1970
when the completion of the Nem Ngum hydroelectric ppoject should
allow GNP growth to_outdiétanée population growth. Assuming
optimistié political/military conditions, the growth rate of GNP
would be significantly higher -- a few percentage points. With |
deteriorating conditions, GNP and population growth rates will

continue to remain comparable.
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—12:South Vietnam

During the past five years, the basic.factors affecting the
growth of the South Vietnamese economy have been:. (1) the Viet
Cong insﬁrgency and the resulting military demands; (2) internal
political instability; and (3) the magnitude and focus of U. S.
.énd othér foreign assistance. Commerciai activity, public and

‘ private investment, aﬁd fo:eign trade ha&e been seriously dis-
rupfed by insurgency and political instability. The demand for
mahpoﬁer and material by the military have restrained the growth
of GNP. The majority of-foreign assistance has been closely tied
to the counter-insurgency effort, promoting consumption and
welfare. It should be pointed out that total available resource;
(GNP and the Net Foreign Balance) has been considerably above
GNP and ﬁaé stimulated consumption, welfare, and -- to a lesser
degree -- economic growfh. ‘The growth of GNP during the past
five years has averaged about 3.5 percent annually.

It seems likely that some of the adverse conditions that
have impeded economic growth will continue through 1976. Although
recénStruction of the country's infrastructure Qould have occurred
in selected areas, thé persistance of sporadic'terrorism and
political instability will require that the bulk of foreign
‘assistance be de&oted to cbunter-insurgency, including'urban
consumption needs. As pacificaiion proceeds and capital invest-

Tent in industry and agriculture increases, the growth in GNP

01049A003200080002-6
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migﬁt avefage about 4 percent annually. Population érowth will
continue to eat up the bulk of this increase, and GNP per capita
will growAby slightly more than 1 percent per year from an
eétimated $109 in 1965 to $127 in 1976. A continued heavy
input of foreign resources wili contfibuté significant gains in
welfare and consumption. |

A major change in the political and military conditions in
South Vietnam would alter this-projection. A rapid, favorable
conclusion to the insurgency, the establishﬁent of a relatively
effective and stable governmenf; and the availability of massive
Western economic assistance increasingly able to emphasize
capifal investment would enable Vi;tnam to achieve significantly
higher rates of growth. A growth of-T percent per year would seem
possible for‘a iimited span of yéars as theicountry récqnstructs
and the opportunities for increases in agricultural énd induétrial
production are met through iﬁcreased Vietnamese and American invest-
ments. Such a growth rate, if sustained, would yield a per capita
GNP of about $163 in 1976.

Adyerse political or military circumstances would, on the

" other hand, probaﬁly retard the growth of GNP to about 3 per-

cent. These condiﬁions could be the result of a deterioration
of the Western military positién or serious internal political
problems or the result Qf a negotiated settlement that réstricted
the Free World's presence in post-war South Vietnam (or a portion
therebf). Under these conditions, the gain in GNP per capita

would be almost negligible during the coming decade.

5
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13." 'Philippines

The-gross national product of the Philippines grew at a real
rate of oﬁer 6 percent per annum during the 1950's primarily
because of exchange contfols that favored the manufacturing sector
and - .. the growth of an entrepreneurial class that reinvested its
sizable profits in ﬁanufacturing. More recently, the annusl rate
of growth of GNP has slowed to 4-5 percent, a pace that narrowly
exceeds an annual rate of populaﬁiﬁn increase currently estimated °
at 3}5 percent. ‘Qonditions and trends are presently unsettled as
.the economy recovers from the excesses of ah election year, the
inertia of the Macapagal'era, and the adjustment to a unified rate
of exchange for the peso. In the absencé of profound changes in
popular attitudes towérd fiscal pdlicy, the current share_9f government
expenditures in GNP of 12 percent probably will inéréase only-slightly
between now and 1976. Neveftheless, because President Marcosg'has
réalistically assessed the prominent géps in the nation% infrastructure,
lhas quickly taken initial measures in response to the persistent lags
in the production of food crops, and has clearly demonstrated his

. intent to overcome some of the pervasive graft, corruptlon, and

duplication of effort in government agencies, it may be anticipated
that the quality of the government's economic performance and the
effectiveness of government investment will show improvement over

fhé next few years. Expansion of economic activitieé in the private

E’BET
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sector, which will continue to bear the'burden of development for

the foreseeable future, will probably be constrained from time to
time by the requirement for conservative monetarj policies as the
exchange rate of the peso comes under pressure.
Assuminé that the basiq form of government will remain
uhchanged through 1976, credible rates of economic growth for the
- Philippines %ill range from L-6 percent. The highest of these
rates, which would lead to a GNP of some $9.6 billion in 1976,
and which was achieved auring the 1950's, was proposed as feasible
 for the period 1962-1966 by tﬁe International Bank for Reconstruction
' and Development (IBRD), and wés the basis of the ill-fated Five Year
. Integrated Socio-Economic Programl(FY 1963-196T*). Underlying any
projection of this growth rate of 6 percent for the period 1965-
1976 are:the following assumptions: 1) the share of GNP aécounted
for by gross investmeht'will average in excess of 15 percent as
contrasted to tﬁe leés than‘lo percent of tﬁe 1950's; 2) foreign
- exchange requirements for development not met by net private capital
inflow, current U.S. assistahce and transfer payments, and Japanese
reparations willAbe adequately-covered by conventionél borrowing and
aaditioﬁal U.S. or other grant aid; 3) government will develop |
& tax base adequate to lncrease its sharé of gross fixed invest-
ment significantly beyond the'scant 10 - 15 percent of recent
yeafs; L) this increased government investment will be channeled

into rational programs to develop and expand highways, irrigation

¥ The Philippine fiscal year begins on 1 July.

L.z_‘v"-:l .
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il . i networks, and power facilities; and

5) the private sector, in concert with an experienced Central Bank
and increasingly effective rural credit facilities, will respond
; to.new opportunities to expand and aiversify agricultural and
manufacturing proauction.
An average econqmic growth rate of 5 pgrcgnt, yielding a GNP
! . in 1976 of $8.7 Eillion, 1s the most likely case, and an IBRD study
' of June 1965 estimates this rate of growth aé feasible for the
period 1965-1970. Factors likely to alter the conditions described
~sbove in such a manner as to iéad to a 5 percent rate would include
, ‘an increasingly uncertain climate for private foreign investment,
] ' : J
; failure to effect significant tax reforms, and the continuation of
: o " the tradition of pork-barrel distribution of govérnment investment.
| If these handicaps were compounded by poor weather in most crop
; years, steadily deteriorating markét conditions for the major
E Philippine exporfs, or consiétently tight monetaﬁy policy over the
period, an economic growth rate of L percént would appear more
| ' . | realistic. This relatively ﬁessimistic rate would produce a GNP in
1976 of $7.8 bill'_ion. T |
| The economic galns inherent in each of the cases described
above would include sizable overall growfh in GNP énd the likelihobd'
that the share of secondary industries (manufacturing and construction)
_'in tqtal ogtput would increase,-reducing ébmewhat,thelheavy dependence

on relatively unstable agricultural production and international

eEann |
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markets for primary products. These aggregate changes, however,

gldss over the more pressing consideration that per capita gains»

in thé best case will be modest. Unless the Philippine government
sponsors an effective national program of birth control, per

capita GNP in l9Té will probably only range from $5-45 over its
present level of about $160. At best, these data could only be
'fegarded as a crude index of living standérds, and it is fair to

say that the limited numerical gains have little tangible equivalent.
If ‘the period from 1965 through 1976 does not see significant
changes in the distribution of‘income, conditibns will have improved
Vfor subversion of the central government by Communist-inspired
groups, and the Chinese Communist threat to the Philippines will

have assumed considerably greater complexity.

s

ANt

q.0ak
Chititix

Approved For Release 2001/07/12 : CIA-RDP79T01049A003200080002-6

- re




- -\'-.1
.',

alApproved For Release 2001/07/12 ::CIA-R T01 49A003200080002 6

g&iJ Taiwan

The prospects for continued economic growth in Taiwan are
good. The average annual growth rate of 8 percent achieved
during 1961-65 is somewhat above the probable future rate be-
cause of the extraordlnary growth achieved in 1964-65 -- 10
percent and 9 percent respectively. Exceptional growth in 196k-
65 was achieved both in agriculture and industry. Agricultural

output increased at nearly 9 percent per year -- almost double

i
i
{
1

the normal rate -- and industry reglstered a galn of sllghtly
more than 40 percent during the two-year period. The most
probable average annual GNP growth rate for the period 1966-T6
is about 7 percent, the average rate achieved during 1959-63.
Assuming a population in 1976 of 15.9 nillion, the T percent
growth would yield a per capita GNP of $341, compared to an
estimated $207 in 1965.

With most of Taiwan's arable land now in use, future
increases in agricultural output will become progressively
more difficult, depending almost entirely on increasing the
productivity on land already under cultivation. Present yields
per hectare in Taiwan are large for most cr0ps_compared with
most Asian conntries, but are still considerably below those
-of Japan. Assuming average weather conditions during the next
decade, Taiwan is capable of adding annual increments of 4.5
percent to agricultural output. The.creation of a favorable

investment climate in 1964 was followed by a greatly increased

oy
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flow of foreign capital into Taiwan with the result that the

end of U.S. coﬁcessional aid in 1965 could be effected with no
disruption of growth patterns. The domestic market for Taiwan-
produced géods -- both industrial and agricultural -- is small,
however, and foreign markets must be continuously expanded if

~ long-run economic growth for Taiwan is to be maintained.

Taivan's limited birth control program, begun in 196k, is

now expanding. The public response to the program thushfar has
beep favoraﬁle and if this initial sucéess continues, annual
population growth can be expected to decline to 2 percent or
less by 1976 compared with the present rate of almost 3 percént.

| A ' Uhdér the ﬁost favorable conditions including exceptional

| weather and an international economic situation that pérmits
continueq increasés in the value of Taiwan's exports and a high
rate of foreign investment, the average GNP growth could reach
8\percent vielding a per caﬁita GNP by 1976 of $377. The lower
level of the possible range df'annual GNP growth is estimated
to be 5 percent. This rate could be brougﬁt abouivby reduced
vforeign and domestic investﬁent resulting from reduced
recognition by.féreign governments vis a vis Communist China,
-by unusual weather‘coﬁditions;and a substantial decline in
‘prices of Taiwan's agricultural exports. The per capita GNP

. gt an average annual growth of 5 percent would be about.$277

in 1976, a relatively high income by Asian standards.

nARDT
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57 S6UtE Korea
The iﬁcreasingly responsible economic policies followed by
the South Korean government during the petiod of the First Five-
iear Economic Development Plan (1962-66) and the 1965 ROK-Japan
Normallzatlon Treaty, which provides for an $800 million package
;. of Japanese loans and grants’ over the next decade, augurs well
for continued South Korean economic growth through 1976.
Given relative politieal stability in South Korea during
.the oekt decade, an average aonual GNP growth rate through 1976
of about 5 percent is expeoted. .$his is about the same rate of
growthlattained during 1960-65. With an annual population growth
rate of almost 3 percent, an anoual GNP growth rate of 5 percent
yields éh increase of only 25.percent in per-capita GNP, from $108
in 1965 to $136 in 1976. If the sectoral growth pattern‘of 1960-65
continues through 1976, agrtculture, forestry, and fishing can be
expected to decline from 31 perceot of éNP to 27 percent, and |
"maoufacturing to increase from 1k percent to 20 percent. A
. growing and viable South Korean economy is of considerable'
é o importance to the US,.as indicated by the $ﬁ billion in economio
: aid grants provided by the US to South Korea since 1945. If
economic growthicontinues at a satisfactory pace, efter 1970
South Korea will requlre llttle, if any, economic- grant aid,

'_but if growth rates should decline substantlally, it is almost

' RSN
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certain the US would provide sufficient economic aid to sustain

a minimum annual growth of 3-4 percent. \
'; A GNP growth rate as high as T percent through 1976 will be

. difficult to achieve and is considered dnlikely. A substantial

; : upward shift in toe level of sevings and investment and an sbove
normal annual rate of increase in agricultural output would be
decessary. A reduction in the 590,000 map.defense force, releasing
-funds for more productive pufposes, would also be useful, but the

political and military requirements for this force are not ex-

pected to be reduced through 1976 Either below average weather

conditions (which would decrease returns to agriculture) or
prolonged price inflation (which would result in decreased

savings and investment) could limit annual GNP .growth to, or

below, 4 percent.
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